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In June, President Armando Calderon Sol's administration raised the country's value-added tax
(impuesto al valor agregado, IVA) by three percentage points as part of a broad austerity plan to
eliminate the fiscal deficit by next year. The measure spurred sharp protests from labor groups,
opposition parties, and even business associations. In the end, the government was forced to make
some substantial concessions to those groups to buffer opposition and keep the government's
policies on track. President Calderon Sol, who took office in June 1994, spent nearly all of his first
year as president battling with opposition groups to implement an austerity plan aimed at radically
lowering, and eventually eliminating, the fiscal deficit. The administration's overall economic plan
for the period 1995-1999 calls for large injections of foreign investment capital, increased export
earnings, currency stabilization, tariff reduction, modernization of the state apparatus, and tax
reform (see NotiSur, 05/18/95).
The most controversial aspect of the government's plan, however, has been the Calderon Sol
administration's insistence on raising the IVA from 10% to 14%, despite the president's campaign
promise in 1994 to crack down on tax evasion to resolve the deficit rather than raise taxes. The
administration argues that the tax increase is essential to hold down inflation and to finance urgent
needs, which include compensation for ex-combatants in the civil war and other costs of complying
with the terms of the 1992 peace accords. Although the fiscal deficit as a percentage of GDP has
fallen from 4.7% in 1992 to 1.6% in 1994, the administration needs a budget surplus if it expects to get
international support for its economic plan. Therefore, by May, the tax increase emerged as a mustpass piece of legislation.
When the tax bill went to the legislature in May a number of smaller businesses joined labor unions
in opposition. Even the influential business group Asociacion Nacional de la Empresa Privada
(ANEP), which has close ties to the governing Alianza Republicana Nacionalista (ARENA), at
first opposed the increase, arguing that it would reduce consumer purchasing power and slow
economic growth. ANEP later modified its position and advised an IVA increase of no more
than two percentage points, from 10% to 12%. In mid-May, small- and medium-sized businesses
belonging to the Consejo Nacional de la Pequena y Mediana Empresa (CONAPES) called for a sixhour fast in a public plaza to dramatize their opposition to the proposed tax increase. Unions under
the umbrella group Unidad Nacional de los Trabajadores Salvadorenos (UNTS) marched on the
legislature to protest. Furthermore, there was little support among the opposition political parties,
whose help was needed to pass the unpopular tax measure. ARENA has only 39 of the 84 seats in the
unicameral legislature.
To ensure passage the administration looked for support through a "national pact" among all
political parties on a broad spectrum of social and economic goals. Calderon Sol proposed the
pact on May 28 while the tax bill was stalled in the legislature. Initially called a "national pact,"
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it latter became the Pacto de San Andres, named for the town where it was signed. It's subtitle,
"Development: The New Name for Peace," reflected the pact's coverage of everything from
economic growth to state coordination of sports. Among its provisions were agreements on labor
policy, pensions, governmental reforms, education, improvements in social services, and an array of
specific reforms drawn from the country's ongoing economic restructuring program. These included
broadening the tax base, privatizing government-owned businesses, and modernizing government
operations. Specific policies included a budget surplus of 1% of GDP; currency stability through
sound central bank management; measures to lower production costs to meet international price
levels; and tariff reductions.
Though the tax increase was not mentioned in the pact, nearly all political parties dismissed the
pact as an administration tactic to lock in votes in favor of the pending tax increase. The pact was
rejected by all but the Partido Democrata, headed by Joaquin Villalobos, formerly allied with the
leftist Farabundo Marti para la Liberacion Nacional (FMLN). In the end, after ARENA and the PD
signed the pact, two other minor parties also joined the Partido de Conciliacion Nacional (PCN) and
the Movimiento de Unidad (MU). "The reason for this pact is to negotiate an increase in the IVA,"
said Miguel Saenz, a congressional deputy for the FMLN. "We are not willing to negotiate on the
basis of any tax increase." On June 8, with votes mostly from ARENA and the PD, the legislature
passed the tax bill raising the IVA to 13%, to take effect on July 1. The legislature also passed a law
making tax evasion a criminal offense.
The administration estimates that the IVA and other tax increases will mean an additional US
$138 million in government revenues for this year. Other increases include a 16% hike in electric
service rates, which also went into effect on July 1. Rate increases are pending for potable water,
telephone service, and public transportation. On June 9, the day after the Assembly approved the
measures, opposition parties asked the Supreme Court to declare the tax law unconstitutional
because of alleged technical flaws in the legislative procedures. Besides the constitutional question,
the opposition argued that these tax increases would flog the poorest classes and sharpen social
tensions. Because the taxes on consumer purchases could not be easily evaded, they would
disproportionally affect those least able to pay.
"The tax will be equally applied so that Salvadorans who do not have jobs will have to pay," said
Aristides Alvarenga, congressional deputy from the Partido Democrata Cristiano (PDC). "It could
cause an increase in crime rates because the unemployed will not have the wherewithal to feed
their families." Eduardo Linares, an FMLN deputy, predicted a possible social upheaval as a result
of the tax increase. But more likely, he said, would be an increase in crime followed by greater
social repression. In addition to another round of street protests that began after the tax measure
was approved in the legislature, the president stirred up a new controversy by saying that the IVA
increase of three percentage points was too small to cover the cost of a promised 8% pay raise for
public-sector workers. In response, the FMLN warned that the government was provoking a headon confrontation with the opposition. "If the government breaks its promise on the pay raise, it
could generate a chaotic situation in the country." said Leonel Gonzalez of the FMLN. By mid-July,
the tax battle forced changes in the administration's fiscal and wage-control plans.
On July 13, the president promised exemption from the income tax and other tax breaks for middleincome earners whose salaries are less than US$4,128 per year. Then, the president reversed himself
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on the pay raise for public employees, ordering the 8% raise to soften the impact of the tax increases.
The president of ANEP, Roberto Vilanova, supported the raise and recommended similar increases
for private-sector workers. But union leaders called an 8% raise inadequate. "The salary increase
really ought to be 100%," said Humberto Centeno of the Sindical de Trabajadores Salvadorenos
(FENASTRAS). Organized labor supported its demands for larger pay increases by claiming that
the tax hike promoted immediate price increases in the basic basket of consumer items. Consumer
protection groups claimed the increases put the basic basket out of reach of the average family. The
consumer- protection agency Centro para la Defensa del Consumidor asked the administration to
regulate the basic basket prices, which it said had experienced "excessive and unjustified" increases
due to price speculation following the tax increase.
Though the administration officially acknowledged in early July that there had been some degree
of price inflation, Central Bank president Roberto Orellana said the tax increase had not had any
unusual inflationary effect. "The impact of the IVA increase has not been reflected in the way
some people suggest," he said. "Although there have been price increases in some products, we
do not regard them as anything abnormal." In the aftermath of the tax battle, international lenders
represented by the Consultative Group in Paris announced new loans for the period 1995-1996. El
Salvador will receive an immediate disbursement of US$50 million. The funds are earmarked for
poverty-reduction programs and to pay for land transfers and other indemnities to ex-combatants.
While the new funds add to El Salvador's external debt of US$1.96 billion, they relieve for the
moment the pressure on the administration to seek new revenues through fiscal policy.
The minister of economic development, Ramon Gonzalez Giner, who led the delegation of
government and FMLN representatives to Paris, warned the Consultative Group of the danger
confronting El Salvador from the economic crisis. "I told them that if we do not eradicate poverty,
in 10 years there will be another bloody explosion, and it won't be the representatives of the exguerrillas present at this meeting here in Paris who will take up arms, but other more desperate
groups," said Gonzalez. [Sources: Notimex, 06/13/95; Inter Press Service, 05/31/95, 06/22/95;
Inforpress Centroamericana (Guatemala), 06/15/95, 06/22/95; Reuter, 05/29/95, 06/13/95, 07/06/95;
Agence France-Presse, 05/18/95, 05/29/95, 06/06/95, 06/08/95, 06/09/95, 07/13/95, 07/21/95, 07/24/95]
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